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April 18, 2002
Dear fellow shareholder:

CareScience was founded ten years ago. When we began, employers and consumers knew little about
medical errors or patient safety, and hospitals and physicians weren’t able to do much about these
problems. CareScience was seen as a unique company for our passion and for our business strategy of
improving the quality of care. It has been an uphill battle, but our relentless focus on quality has
resulted in a substantial track record of results and a leading role in health care quality.

Now, ten years later, health care quality has come of age. Most health systems are investing in quality
improvement technologies and services. Employers, consumers, policy-makers, and even health plans
are focused on quality of care. The survival of many health care systems depends on their ability to
deliver good quality of care. There has been a major shift in the industry toward adoption of quality
practices, and a solid business model for quality has emerged:

* A growing number of consumers demand reliable quality information before they choose a
doctor or hospital, and this will grow with defined-benefit plans;

» New preferred provider organizations and networks limit participation to health care
organizations with demonstrable quality or financially reward better quality;

* Most health care organizations focus their cost control, which is critical during this time of high
medical inflation, on the inefficiencies resulting from poor quality;

* Some health care organizatioﬁs are reducing their professional liability costs through rigorous
quality control efforts; and

* Revenue growth for health systems depends in part on improving the process of care so that
capacity is better utilized and bottlenecks in care are reduced.

Efforts to gain the benefits of improved quality are accelerating the adoption of care management.
Care management is to health care delivery what stock trading is to investing: both could work without
sophisticated information solutions, but they work a lot better for many more people with information
tools specialized for the task. Care delivery has gotten so complicated—new drugs, tests, and
procedures are being delivered in multi-thousand employee companies—that care management is
becoming a de facto standard of health care operations. We believe that none of you would want to be
cared for in a hospital or by a physician that does not use care management tools.

To that end, CareScience is one of the nation’s care management leaders. We lead care management
because we offer a complete solution of specialized technology, data, knowledge, services and people
that get results time and time again. In addition to our own services, we have formed relationships with
other parties that offer components of care management. And, most of all, we have the customer base
and operating scale to drive the industry toward standardization on our solutions.

Because of the growth in quality as a business strategy and our leading role in care management, we
are seeing increasing signs of market acceptance of CareScience and our solutions:

* Our revenue has grown by at least 60% for each of the past 4 years;

* Nearly 100% of our customers renew their contracts with us;

* Our provider and pharmaceutical consulting businesses both grew substantially in 2001;

* Four leading integration services companies have established partnerships with CareScience; and

* Two of the largest hospital buying groups in the United States have purchasing contracts with
CareScience.

The past year was troubling for many companies, and it affected CareScience as well. Moreover, we
faced a number of other hurdles, including frivolous and distracting purported class action litigation
and a hostile environment for small growth companies among investors. However, we have remained




focused on executing our strategy. Because of this relentless focus on results, 2001 was a year of
records for CareScience:

¢ QOur year-over-year sales increased by a record 250%;
» Revenue grew by 60% in 2001 to the highest ever in the company’s history;

* We acquired Strategic Outcomes Services, Inc., a pharmacoeconomic and outcomes research
consulting firm, which set a base for our pharmaceutical offerings; and

* Qur quarterly losses fell by 60% from the first to the fourth quarters of 2001.

As we look at 2001 and forward to 2002, we are optimistic, and see substantial growth opportunities for
our industry and for our company. Because of this, we will continue to invest in our customers and
create value for our shareholders by:

* Releasing the Clinical Information Architecture™, a state-of-the-art data integration and
communication platform that handles real-time clinical data;

* Continuing development of the Care Data Exchange™, which allows low-cdst, highly secure data
sharing among health care organizations;

* Marketing the Lifecycle Decision System™, which supports drug development by pharmaceutical
makers;

* Releasing the next version of the Care Management System, a real-time care management
solution, which is unprecedented in the industry; and

» Expanding the services we offer to health care organizations, either from CareScience or our
partners, so that we can offer a complete spectrum of care management solutions.

CareScience is ten years old. It has been an exciting decade of growth, innovation and achievement.
We’re enthusiastic about the next ten years and look forward to your ongoing interest and involvement.

Regards,
Lo G

David J. Brailer
Chairman and Chief Executive Officer
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PART 1

ITEM 1. BUSINESS
Overview

CareScience, Inc. is a provider of online care management services. Qur mission is to transform
the quality and efficiency of care delivery by providing innovative clinical information technology to the
health care industry. We market our solutions to hospitals, health systems and pharmaceutical and
biotechnology manufacturers, and support more than 150 customers in 40 states.

We work with health care providers to manage clinical processes surrounding the point of care so
that fundamental reductions in errors and operating costs can be achieved. We collect, share, store and
analyze clinical data generated by widely used health information systems. We allow customers to apply
this data to enhance patient safety and to the management of care, including quality monitoring,
practice improvement, credentialing, profiling, error tracking, case management and clinical guidelines.
We also provide consulting services to health care providers that support strategic planning and clinical
operations.

For the pharmaceutical and biotechnology industry, we provide tools and services that help to
shorten the drug development cycle and improve development yield. Our offerings include a suite of
Internet-based data analysis tools, consulting services, customized research and strategic development
support. These tools and services are aimed at the specialized drug development needs of
pharmaceutical industry clinicians, product managers, market strategists, health economists, and
outcomes researchers. '

We have pioneered and commercialized numerous clinical information technologies. We have
developed one of the nation’s first online quality measurement and management tools, one of the first
clinically based outcome risk assessment algorithms, one of the first health care application service
providers, and, most recently, the first peer-to-peer clinical data sharing technology. We have developed
these tools in collaboration with leading public organizations, including the Wharton School of Business
at the University of Pennsylvania, the National Library of Medicine, Los Alamos National Laboratory
and The California HealthCare Foundation.

CareScience was incorporated in 1992 with the purpose of commercializing intellectual property
that was developed at the University of Pennsylvania School of Medicine and The Wharton School of
Business. In 1993, we exclusively licensed the intellectual property underlying our core technology in a
30-year agreement with the University of Pennsylvania. In 1996, we launched our first Internet-based
commercial solution based on this proprietary technology under our Care Management System™. In
1999, we initiated our Care Data Exchange ™, as well as our Lifecycle Decision System ™, which is
aimed at the pharmaceutical and biotechnology industries. On March 7, 2000, we changed our name
from Care Management Science Corporation to CareScience, Inc.

Industry Background
Clinical Costs are Large and Growing

According to the Centers for Medicare and Medicaid Services, or CMS, annual health care
spending in the United States exceeds $1.2 trillion, or 14% of the country’s gross domestic product, and
is expected to grow to $2.2 trillion by 2008. Current online efforts are primarily seeking to change
administrative and financial processes, reduce systems costs, improve cash flow or speed billing and
purchasing. Even if successful, these efforts do not address the significant majority of health care
spending that results from the cost of clinical diagnosis and treatment. These costs arise from the
process of medical decision-making, treatment choice and therapeutic efficacy, and comprise the largest
portion of spending in the health care industry. Furthermore, we estimate that hospitals and




pharmaceutical companies spend billions annually to manage treatment decisions and attempt to
control clinical costs. As inefficiencies within the health care system consume enormous resources, as
well as pose medical risks to consumers, constituents across the health care industry are seeking
cost-effective information and tools to improve the quality and efficiency of care delivery.

Concerns about Clinical Quality and Medical Errors are Increasing

The delivery of clinical care usually involves complex procedures, multiple treatments and
subjective judgments. Even appropriate clinical decisions are often difficult to implement and analyze
because of uncontrolled operational systems. Hospitals and health plans have been seeking to gain
control of and measure clinical processes to increase accountability and improve care.

Problems with quality in the health care industry have recently gained attention because of
advances in the ability to measure medical errors and complications and increasing concern about
clinical care among policy-makers and the public. In addition to being the eighth-leading cause of death
in the United States according to the Institute of Medicine’s 1999 report “To Err is Human,” medical
errors add substantial costs to and drive consumer dissatisfaction with the delivery of care. Medical
errors and complications result in unnecessary events including emergency room visits, hospitalizations,
specialist referrals and laboratory studies, all of which are used to evaluate the errors and manage the
consequences they create. We believe that many of the current efforts to reduce administrative waste
and improve financial performance do not address the processes that result in clinical inefficiencies.
Health care delivery systems, physicians, health plans, the government and employers are seeking
information regarding clinical quality and medical errors as well as tools to enhance clinical efficiency.
Recently, the Institute of Medicine’s 2001 report “Crossing the Quality Chasm: A New Health System
for the 21° Century” called for widespread adoption of technology and managerial methods to
substantially reduce the occurrence of medical errors and complications.

Health Care Constituents Remain Highly Fragmented

Health care is delivered locally in hundreds of thousands of locations through a complex and
fragmented mix of constituents, inciuding:

* hospitals, health systems, medical practice groups and other provider organizations;
» physicians in solo or small-group practices;

* payors, such as insurance companies, managed care organizations, Medicare, Medicaid and
employers; and

* suppliers, such as clinical laboratories, pharmaceutical companies and other groups that provide
tests, drugs, x-rays and other medical supplies and services.

Historically, many of these organizations have tried to improve efficiency, accountability and
clinical-process control by horizontally or vertically integrating with other constituents. For example,
hospitals acquired physician practices in order to create integrated delivery systems. These efforts have
lost favor because these systems were unable to integrate clinical services and establish common goals.
Additionally, these efforts highlighted the importance of being able to share clinical, operational and
administrative information.

Technological Fragmentation Leads to Inefficient Use of Clinical Data

In order to efficiently deliver care, information must flow within and between health care
constituents. For example, to diagnose and treat a patient properly, physicians need access to clinical
information such as medical history data, laboratory results, x-rays and prescriptions from various




hospitals, laboratories and other providers. Health care constituents have not hlstorlcally coordinated
their information technology investments due to:

* the large number of constituents;

* the complexity of health care encounters and transactions;

* the cost of deploying technology; and ‘

* pervasive concerns about confidentiality of patient information.

This has resulted in the current technology infrastructure in health care being characterized by
numerous incompatible and proprietary mainframe and client/server systems that store information in
isolated databases using non-standardized formats. Thus, providers must typically request information
by phone, fax or patient survey and those requests are frequently delayed due to disparate paper-based
systems maintained by most constituents. Furthermore, the lack of timely access to accurate clinical
information, particularly in an urgent-care situation, may lead to poor clinical outcomes and excess
costs through: 4

* inaccurate diagnoses;
* redundant tests; and
* enhanced potential for medical errors and clinical complications.

As a result of geographic, organizational and technological fragmentation, current information
exchange is often 1ncomp1ete or redundant, thus creating the need for a comprehensive technology
solution.

The Growth of the Internet is Impacting Health Care

The Internet has emerged as the fastest growing communication medium in history. International
Data Corporation, an independent research firm, estimates that nearly 1 billion people, about 15% of
the world’s population, will be using the Internet by the year 2005. The Internet is currently being used
to speed and streamline a variety of business transactions. The Internet’s open architecture, platform
and location independence, scalability and growing acceptance make it an increasingly important
medium for the information-intensive and highly transactional health care industry. We believe that
many -existing solutions fail to provide tools to monitor the care delivery process or improve clinical
efficiency. Additional improvements in the ability to search, store, structure, integrate and filter vast
amounts of disparate data and to dynamically analyze, customize and display information in contexts
relevant to particular users will further increase the usefulness of Internet-based applications to the
health care market.

Pharmaceutical and Biotechnology Companies Need Better Information Closer to the Point of Decision

According to a 1994 study by Duke University, seven out of ten commercialized pharmaceutical
solutions fail to recoup their development costs. In order to reduce the failures of the drug
development and commercialization process better decisions about discovery, research and marketing
need to be made. We believe that pharmaceutical and biotechnology companies need access to better
clinical information closer to the point of their drug development decisions. Moreover, additional
improvements in the ability to analyze and apply information in contexts relevant to pharmaceutical
and biotechnology users will further increase the usefulness of Internet-based applications to the health
care market.




The CareScience Solution

We are a clinical knowledge company with a mission to inform health care professionals at the
point of decision—for better quality at the point of care. For providers, we offer care management
solutions, data sharing technologies and consulting services. For pharmaceutical and biotechnology
companies, we specialize in data analysis, research support, and consulting.

Our range of Internet-based tools for care management, clinical analysis and data exchange are
designed with a single goal—to improve the quality and efficiency of health care delivery. They help
health care professionals:

Access Comprehensive Patient Data More Efficiently. Our technologies provide information to
influence diagnostic and treatment decisions by enabling secure information sharing among authorized
health care constituents. We believe that health care providers who can access clinical information
immediately and securely at the point of care will become the standard-bearers of informed care. Since
much information is not currently available at the point of care, we are developing an Internet-based
peer-to-peer technology that allows health care organizations to share patient information across
locations—allowing providers direct access to patient data when and where it is most needed—at the
point of care. This peer-to-peer technology will provide secure, real-time Internet access to clinical
results, patient demographics, medical records and other critical data from the original source.

Analyze Comprehensive Patient Data More Efficiently. Our proprietary scientific methodologies
were developed at the University of Pennsylvania School of Medicine and The Wharton School. Our
algorithms allow us to normalize clinical information across thousands of parameters using ’
sophisticated statistical analysis and, in conjunction with our online analytic processing technology,
provide retrospective as well as predictive evaluation of clinical performance. Unlike benchmarking,
which compares performance to designed protocols or averages of broad populations across a limited
number of criteria, our algorithms allow users to understand the underlying basis of their clinical
performance. For example, when a patient experiences a clinical complication, we can help determine
the likelihood that the complication was attributable to the patient’s condition, the physician’s decisions
or the hospital’s operations, and for any of these, which specific factors likely contributed to the
complication. We believe our solutions provide health care constituents with the most comprehensive,
robust and clinically credible tools for clinical-process management.

Apply Clinical Knowledge for Better Health Quality and Reduced Medical Expenses. The collection,
standardization and analysis of clinical data is complicated, time intensive and requires specialized
capabilities. We believe that very few health care organizations possess these resources or capabilities.
Our solutions are designed to collect and analyze comprehensive clinical data in order to improve the
delivery of care. As an application service provider, we offer our customers cost-effective access to
remotely hosted data supported by sophisticated processing technology and analysis methods. In
addition, our consulting for health care providers complements our Internet-based solutions with
services for care process improvement, management infrastructure, leadership development and more.

Our Value Proposition

Our value proposition to our customers is based on enabling them to manage their clinical
operations using our data-sharing technologies, databases and proprietary clinical algorithms. Our
approach identifies clinical inefficiencies and medical errors and thereby offers the opportunity to
improve the quality of care and reduce costs.. Additionally, we host our customers’ clinical data and
provide real-time access to that data, which reduces their fixed cost of information technology while
increasing reporting flexibility.




Customers gain value from our solutions in three principal areas:

Improving Clinical Processes. Many tests and therapies that are performed on patients do not
improve outcomes or may pose undue risk. Moreover, many patients do not receive indicated
preventative therapies or are placed at risk during the treatment process. Qur solutions enable our
customers to strengthen their business performance by improving the quality of care they deliver and
avoiding medical errors and unnecessary treatments.

Lowering the Cost of Care Delivery. 1In hospitals and health systems, our solutions reduce the need
for manual data collection and for tracking of clinical events. Our Lifecycle Decision System databases
reduce the need for pharmaceutical makers to have specialized in-house staff to manage aspects of the
strategic drug development process. Because our solutions are vendor neutral and operate over the
Internet, we enable our customers to realize substantial value from their historical investment in legacy
systems. In addition, our Care Data Exchange is expected to reduce costs by using a peer-to-peer
architecture to provide secure, real-time access to clinical results, patient demographics, medical
records and other clinical data from the original source.

Improving the Way Health Care Constituents Interact. Our solutions provide service integration by
enabling health care constituents to share relevant clinical information. Our solutions enable hospitals
and health systems to provide patient-centric clinical-data access to physicians at the point of care and
to share data with other health care entities and patients.

Our Strategy

Our objective is to become the leading provider of Internet-based solutions to facilitate
improvements in health care quality and efficiency. The primary components of our strategy include:

Offer Community-based Solutions. Our primary focus is at the community level, where the
overwhelming majority of people receive clinical services. Our solutions and services support the key
participants in local health care delivery: hospitals, health plans, pharmaceutical and biotechnology
companies, physicians and consumers. We offer a comprehensive suite of Internet-based solutions and
services that allow different participants in local health care systems to manage their role in care
delivery while collaborating with other participants. '

Develop New Solutions Based on Our Proprietary Knowledge and Data Assets. We have developed a
substantial and rapidly growing proprietary online data asset in a single location and format
encompassing millions of care encounters. We maintain proprietary, rigorously validated clinical
algorithms. Our data and knowledge bases are unique because of their clinical detail and linkage to
ongoing relationships with active customers. We are leveraging our proprietary database to develop and
introduce other Internet-based solutions. For example, in the spring of 2001, we introduced our
Lifecycle Decision System Query tool to pharmaceutical and biotechnology companies to help users
gain insights into and answers about diseases, treatments, outcomes and economic impact.

Cross-sell Solutions. 'We are developing strong relationships with hospitals, health systems and
pharmaceutical companies. We intend to enhance these relationships by developing and selling
additional complementary solutions to these customers. While each of our solutions is designed to
satisfy the needs of a particular type of customer, customers frequently purchase more than one type of
service or enhancements. For example, we believe that hospitals that use our Care Management System
to manage clinical processes are more likely to use our Care Data Exchange to exchange clinical data
and our Clinical Information Architecture to extract data to facilitate the development of their
databases.

Leverage our Technology Platform. Our solutions benefit from a common technology platform,
including the architecture, data structures, analytic processing tools, clinical algorithms and




telecommunication protocols. Additionally, our solutions frequently integrate with a variety of other
vendors’ products or enable direct interactions among those products. By using the Internet and serving
as a centralized application service provider, our solution represents a high-value proposition for our
customers. Furthermore, since our solutions are technologically intensive and connect disparate industry
segments, customers cannot replicate our solutions without incurring substantial costs. For example, we
recently announced the Clinical Information Architecture, a state-of-the-art data integration and
communication platform that is anticipated to allow the secure transfer of clinical and administrative
data from originating source systems or third parties to and from our data center. This new
architecture is expected to be available for customer implementation in early 2002 and to shorten
implementation times, allow for real-time reporting, more comprehensive data, and ultimately translate
into better care and better return on investment for our customers.

Pursue Targeted Strategic Relationships and Acquisitions. We intend to pursue strategic
relationships and acquisitions that would bolster our distribution channels in core areas or expand our
service offerings to customers. For example, on January 12, 2001, we acquired Strategic Outcomes
Services, Inc., a pharmacoeconomic consulting firm based in Research Triangle Park, North Carolina, to
expand our consulting services to the pharmaceutical and biotechnology industries and to improve our
ability to sell our pharmaceutical and biotechnology solutions and services. We plan to continue to seek
targeted partnerships and acquisitions that are consistent with our objective to improve quality and
efficiency in health care. In 2001, we also signed distribution agreements with two health care group
purchasing organizations, AmeriNet and AllHealth, for the marketing and distribution of the Care
Management System and related services.

Solutions and Services

We provide an integrated suite of Internet-based solutions designed to access, analyze and apply
clinical information to improve the process of decision surrounding the point of care. Our customers
use these solutions to build relationships and to improve the quality and delivery of clinical care. We
also provide consulting services to compliment our solutions. To date, we have deployed solutions for
both health care providers and for pharmaceutical and biotechnology companies. For health care
providers, we currently offer our Care Management System, Free Benchmarking ™, Care Data
Exchange, National Comparatives ™ and consulting services. For pharmaceutical and biotechnology
companies, we offer our Lifecycle Decision System and consulting services.




An overview of our solutions

and services can be seen in the table below:

Solution or Service

Target Market

Core Function

Care Management System

Hospitals and health -
systems

Managing clinical efficiency and
reduce medical errors using clinical
data

Care Data Exchange

All health care participants

Securely exchanging clinical
information at the point of care
via the Internet

Lifecycle Decision System

Pharmaceutical and
biotechnology companies

Managing drug development
- processes

Free Benchmarking

Hospitals and health
systems

Direct hospital-hospital performance
comparisons using public data

National Comparatives

Hospitals and health
systems

Hospital performance comparisons
using de-identified national
customer dataset

Consulting for Health Care
Providers

Hospitals and health
systems

Evaluating organizational processes
and management infrastructure

Consulting for Pharmaceutical
and Biotechnology Companies

Pharmaceutical and
biotechnology companies

Analyzing clinical and economic
performance of new
pharmaceutical products

Care Management System

The CareScience Care Management System applies cutting-edge analysis methods to help health
care provider organizations improve their clinical performance by allowing users to:

* identify the underlying causes of high complication rates and clinical performance opportunities;

* achieve measurable care process improvement and efficiency gains;

* support initiatives for profiling, case management or physician education;

* provide easy access to the outcomes information and practice patterns that guide medical

management;

* automate the process of data gathering, analysis and reporting; and

* establish a high-validity, clinically rigorous basis for collaboration between physicians and

management.

The Care Management System helps health care provider organizations take advantage of the vast
data resources that often remain trapped or underutilized within organizations. The Care Management
System’s Internet-based interface enables medical officers, clinical analysts, physicians and health care
professionals to do their jobs more effectively. In particular, the Care Management System helps:

* quickly identify problem areas;

*» support hypothesis testing about care process or outcome improvement opportunities;

* evaluate and test these hypotheses against real data; and




* establish likely causes of problems before intervention.

We typically sell the Care Management System pursuant to three- to five-year contracts. Contract
pricing is estimated based on a per-encounter basis. Customers typically have unlimited access to data
and are supported by an array of telephone and email help, data validation and management, training
classes and ad-hoc services. '

Features

Some features of the Care Management System are:

Complication Identification: 'We apply sophisticated disease- and outcome-specific risk adjustment
methodologies in the Care Management System to distinguish between new complications and
pre-existing conditions.

Continuous-scale Risk Assessment: The Care Management System calculates patient-specific risks
for outcomes including mortality, complication frequency, complication morbidity, length of stay,
charges and cost.

Integrated Database: We construct an integrated, longitudinal clinical and financial resource detail
database for the Care Management System using a health care provider’s existing data from its core
patient information systems.

Clinical Terminology Service: The Care Management System maps to the National Library of
Medicine’s Unified Medical Language System to create common coding deflmtlons about tests,
therapies, interpretations and related activities across facilities.

Ad-hoc Queries: The Care Management System includes an ad-hoc query feature that allows users
to construct questions using “common language” terms.

Care Process Analysis: The Care Management System automatically applies our algorithms to
daily resource data and clinical outcomes data for the identification of unique care process pathways by
disease and “best practice” within each path.

Free Benchmarking

CareScience’s Free Benchmarking service on the Internet helps health care providers understand
how their clinical performance compares against risk-adjusted standards drawn from Medicare and
all-payor state data, where available. Currently, Free Benchmarking is offered as a service to the health
care provider community to generate name awareness, and to drive requests for more information
concerning our solutions and services.

Free Benchmarking enables qualified hospitals, physician groups and health systems pinpoint
opportunities for improvement across diseases and compare patient mix and outcomes among
institutions in a defined local or national marketplace. To better manage these processes, these health
care participants need to subscribe to our Care Management System.

Free Benchmarking provides access to publicly available data: MEDPAR files of nationwide
Medicare patients and certain state-sponsored inpatient databases. These databases have been
risk-adjusted using CareScience’s proprietary techniques and include standardized outcomes by ICD-9
principal diagnosis, DRG, MDC and ICD-9 principal procedure for facility benchmarking and
comparative screening purposes. Flags highlight diseases where results are significantly better or worse
than forecasted performance, to focus attention on high-impact diseases for quality or cost
improvement.




National Comparatives

CareScience’s soon to be released National Comparatives service on the Internet is anticipated to
help health care providers understand how their clinical performance compares against risk-adjusted
standards drawn from a de-identified national dataset of Care Management System customers.

National Comparatives lets our Care Management System customers pinpoint opportunities for
improvement across diseases and compare patient mix and outcomes in a national marketplace. To

better manage these processes, these health care participants need to use our Care Management
System.

The National Comparatives database houses data generated from more than one million patient
encounters captured in the Care Management System and is growing rapidly. The clinical data housed
in the database has been risk-adjusted and the resource data has been standardized to allow for
meaningful, accurate comparisons across multiple facilities. The database is updated regularly to
provide recent data to its users, and the National Comparatives query tool accommodates very specific,
user-defined clinical analyses. It gives users a valid, national patient data sample to use as a benchmark
for outcomes and resource comparison at the diagnosis, DRG, and procedure level. And the module

offers additional population segment views by physician specialty, admission source, payor, patient age,
gender, and discharge disposition.

Care Data Exchange

The Care Data Exchange is a peer-to-peer technology being developed by us, which allows health
care organizations to share patient information across locations—allowing providers direct access to
patient data when and where it is most needed—at the point of care. The Care Data Exchange is
designed to provide secure, real-time Internet access to patient-centric clinical results, patlent
demographics, medical records and other critical data from the original source.

The Care Data Exchange design includes:

* neural net to support probabilistic model for unique patient indexing;
* cross-enterprise and health system participation;

» Internet-based access to indexed patient records;

* plug-and-play technology to interface with existing information systems;
* real-time peer-to-peer data sharing; and

* local control of businesé relationships and source data.

The Care Data Exchange gives individual health care organizations the ability to store and manage
their own data while making it accessible to all authorized users within a designated network. This
peer-to-peer approach reduces the cost of data sharing while minimizing the competitive issues
surrounding data ownership and access privileges.

Care Data Exchange users are expected to include:
* hospitals and health systems;

* independent physician groups;

* clinics and outpatient facilities;

* labs and ancillary care providers;

* public health agencies;




* health plans and employers; and

* pharmacies.

Assuring that all necessary clinical information is available at the point of care can significantly
reduce medical errors, eliminate unnecessary and redundant treatments, and improve the process of
health care. Together, the elements of the Care Data Exchange help overcome the financial,
competitive, and technical obstacles to building the alliances and data-sharing capabilities necessary to
empower caregivers, benefit patients, and protect the autonomy of participating institutions.

We have entered into agreements with other vendors to become our Care Data Exchange partners.
As a Care Data Exchange partner, a vendor’s Internet solutions can be integrated into the Care Data
Exchange peer-to-peer network, enabling a broader range of data-sharing capabilities. In addition, we
have partners that offer implementation, integration and support services to optimize the use of the
Care Data Exchange and our other technologies.

The Care Data Exchange is currently under development in Santa Barbara County, California. The
full implementation of the Santa Barbara County Care Data Exchange pilot project is expected to lead
to availability of complete Care Data Exchange technologies later in 2002. This project is the result of
a partnership between us and the California HealthCare Foundation, a non-profit philanthropic
organization. Importantly, we are designing the Care Data Exchange to be scalable and capable of
being expanded at low marginal cost. Markets for this health care information utility include both
communities and health systems.

Consulting for Health Care Providers

Our consulting services complement our Internet-based Care Management System, Free
Benchmarking and National Comparatives to offer winning strategies for clinical process management
and quality improvement. We are helping health care leaders build customized care management
infrastructures that will continuously generate the knowledge necessary to more effectively guide care
decisions and meet other top-priority objectives like:

* Optimizing the use of the Care Management System;

* establishing a formal plan for clinical care management improvement;

* discovering the root causes for specific, actual clinical outcomes;

* executing a strategic plan for continuous quality and cost improvement;

* reducing clinical costs by focusing on the expense of substandard clinical processes; and

* planning performance improvement methods that will win the approval of those involved in the
care management process.

In addition, we offer our Throughput Optimization Service to aid our customers in identifying and
evaluating their care delivery processes in order to improve patient placement and flow, match bed
capacity and caregiver skills to expected demand, and enable focused care within each patient unit. Qur
Throughput Optimization Service provides focused operations methodologies, data, and best practices
for allocating clinical services and operating units built around physician, nurse and other caregiver
skills.

We also offer consulting services to optimize the implementation, integration and support of the
Care Data Exchange and services related to drug formulary optimization.
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Lifecycle Decision System

Our Lifecycle Decision System builds upon the proprietary de-identified databases created by our
other service lines, and uses this data to answer important development, market-targeting and pricing
questions for pharmaceutical and biotechnology companies. The Lifecycle Decision System accelerates
organizational decision-making, helping pharmaceutical and biotechnology companies create
medications that perform better for patients and the marketplace.

The Lifecycle Decision System provides a combination of proprietary, risk-adjusted data and
Internet applications to help pharmaceutical and biotech companies optimize their market access.
Customers use our Lifecycle Decision System to help:

* identify unmet therapeu